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| SECTION I.  SUMMARY OFJTRE:mS AND DEVELOPHENTS

The recently ¢enoluded air arrangoment botween Hungary emd the Nethers
lands providing for service betwsen Budgpest and Amsterdam, has brought in-
to sharp focus US interim air policy with regerd to the Satellite States.
In order to place this commercial air servic¢e in operation, however, it
would be necessery for Hungerien aircreft to overfly either the US or UK.
sones of occupetion. Since the abrupt rejection by Runpgery of US proposals
for a reciprocal US-Hungarian air sgreement, the US has refused Bungarien
t'equeste for overflight of US zones. The US, furthermore., ic urging the UK

+ %o sdopt a similar policy for the UK zores and thus mako possible an _
+ - effective block to Sstellite commercial air Yraffic with Western countries -

' by Satellite States vhich have refused to accord rociprocel rights over

» : their territory to US aircreft. The willingness of Satellite Statos to

grant reciprocal rights to US commerciel aireraft will, however, be

dependent upon the degrée of importance which tho USSR attaches to their
commercial air relations with tho Wost,

~ .
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Bre.zil:nan acceptance of Argentine-proposed restrictions contained in
the recently signed air transport agreement between the o countries,
represents e poasible modificabion of Bragilian air policy inimical %o US
interesté, particularly in view of Brazil's plenned negotiation of air
agreements with Switzeriand, italy and Spain in the neer future,

The aim of.Canada's new long-range merchant marine program will bs ‘ot
(1) dispose of g .comperatively slow fleet in favor of new high Speed vessels;
() provide = backlog of orders for Canedien shipyards; and (38) create and
maintain en adeguate merchent fleet. While the economic aapects of this new
merchant marine polidy are cbvious, the strategic implicat:.ona of such a
policy for Canada should not be overlooked.

623026

s .. ' An indication of possible Soviet desire for initiation of East-Weat =~ "A"
traffie on the Danvbe is contained in a propossl made by Czechoslovekisn
% that vessels now under US control travol east to Linz and there trensfer
cargo to Czechoslovek vessels. While this proposal is awhemyd, necass;tamng
cargo trensfers, it would provide a modua vivendi until the present Soviet \\
attitude towerd free traffic on the Danube is relaxed.
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<. The recently concluded air arranpgcment between Hunpary and the '
Betherlands hec %rouéﬁt into eharp focus US intorim air policy with re-
gard to the-Satellite States. This air errangencat. provisional and :
revocable ot eny time, provides for commercisl flijhts between Budepost _
and Amsterdan on o reciprocal basis. {This type of erréngement conforms - .
‘o that which the US has adopted and has urged cther countries to emoloy
ih nogotiating air agreementc with the Satellites,) In order to place
. 4his commercial air cervice in operation, hevewer, it would bo neseusary
for Hungarien aireraft to overfly cither the US or UK zomos of cccupation,
Since the ebrupt rcjection by Hunpary of US preposals for a rceiprocal US«
Hungerian air apgreement, the US hoe rofused Bungarian requests flor overe.
flight of US gones. .The US, furthermore, is urging the UK to adopt & . |
similar polioy for the UK zones and thus meke possible an effective blook
to Satellite commercial air traffic with Westérn countries by Satellite -
Statos which -have refused to accord reciprosel rights over their terri- . i
“tory to US amiroraft. The willingness of Satellite States to gront
_reciprocal rights to US commercial aireraft will, hovever, be dependent
upon the degreo of importance which the USSR stiaches to their commercial
©  air relations with the West, ' - -

-
.

-

- . Continued Arpentine restrictionism and possiblo Brasilian defection’
. from US Tesderchip in oivil 6AF Polioy mALLArs ars indicated by tho terme
. of tho Argentine-Brazilien eir transport apreement signed 2 June. By
. . .restricting the ability of eir carriers of cither country to incroase theo
o ‘capecity or frequency of flights to territory of the other, the ogroement
- oets a precodent endangering the normal devolopment of US end other inter-
- - nationel airline operations. This provision, if generdlly accepted, would
. - Tender impossible tho necessary edjustment of available cirline cepacity
- teo servore seasonal {luctuations in airline traffic, )

N

In previc;us “air transport negeotiations, Argenfina has coﬁsistently

. ‘endeavored © rostrict.the entry of foreign aireralt into Argentine
" territory. Although forcesd to abandon this policy in cortain instances
_ "(in order to obtain operaiing riphts in other countries for her owm inters
L - -noationel airline), Argentina still adheres to restriotionism in’eivil
- © ' eviation vhenever possible. . Bragil, on the other hond, hes generally . X
. granted liberal eniry Yo foreign airlines, Brazilisn acceptonce of - ¢ '
’ Argentine-preposed restrictions, despite the bargaining edvantage implicit
in her strategic location ecross Argentina's principal international eir
routes, ropresents a possible modification of Brasilion ajr policy inimical
to.US interests, particularly in view of Brezil's planned nogotiation of
gir agreements with Switzerland, Itely and Spain in the neer future.
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Cannda is launching a long-range merchant marine progrsm desipgned to
cncourago shipping companices to dispose of obsolete snd cbsclescent
. wvessels end to build replaccmentc in Canadian yerds. This progeam will
have ©he twofold purpose of disposing of e comperatively siow f£leot. (10
“knots or legs) in favor of high speed vessels and providing e backlog of
..orders for Canadien shipyards, thus avoiding e decline gimilar €o that
oxperionced after World Wer I. (Canads,like the US, engaged in & con-
- struction progrem during World War II and, considering the velative posie-
ti.ons of the two countries, Cansda's program was substantisl. Llost of
these vossels, however, were slow freighters, unoble to compete in world
) i.rade.) Puring the war yonrs, the ocean-going merchant merinc of Cancda
rose from only 37 to over 200 vessels, As of 31 Docembor 1947, Canads
ranked elaventh among;: tho worrld's merchant fleets with 1, 620,300 deade-
welgh‘c tons. . . _ T

L]

. Whiloe tho economic. nspocts of 'bhis new merchant marine policy ara
otressed, the stretegic implications of such a policy should not be over
looked. Rapid cxpansion during the war years, vhile imperative to the |
war effort, was, as in the US, necessarily westeful end Canadien authori-
ties aro determined ©o creete and meintain an edequete merchant fleet in
baing and thus avoid a POGB&blG ropetition of World War II exper:.ence.

- An indication of poasible USSR desire for initiation of East-West
treffic on the Danube is contained in a recent proposal made by Czecho-
slovakie that vesscle of the Germem company, Bavarion Lloyd, whoso
vessels are now under US contrcl, come as far east ss Linz and there

trangfer cergo to Caechoslovek vessels.” This would implement cperations.
 along tho entire iength of thé Demube. {The USSR has otetod that it will

« not.interfere with ths passegs of vessels whose cwaership is clearly ' .

w o

established or which eare not subjeot %o seigure for reparations. It has

beenr epparent, howsver, thet tho USSR considers the status of both Gormsn’

and Austrien vesscls as undetermined and their operation in Soviete °
controlled territory would be -decidedly risky.) Under the proposal there
would be no Allied hindrance weabt of Line and it ie unlikely that the
USSR would interfere with tx'affxc in Cgechoslovak vessels operating in
‘the Soviet zone of Austris end castward through the Satellite States.

-

K it would at least provide a modus vivendi until thoe present Sonet
; att;tude toward free trai’f:.c on the Danube is relexed.
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-While this proposal is aviavard, noecessitating as it does oargo transfers, .
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| Frence has not yet made a determimed effort to fulfill its promisecs
| in regard %o tho return of freipht cars to Bizonia end 18 gpparently
attempting by this means To Jnerease oar stocks in the Fromeh Zons. Une

less Fronco ebandons this practice end mekes good om its present commit-
ments, cenctions may be applied by US-UK-authorities through shutting
off ceal traffic with the French Zome. (Some officials have proposed
thet all French cars in the Bizone ares be impounded and no more cars be
allowed into the Fronch Zomo.) In the face of this possible countér~ |
ection, it is likely that France vill now tske stops o fulfill its com-~
mitmeats. Murthormore, until Frence demonstrates good faith in tho
matter of the exchange of freight cars, it will not stand %o bonefit
through eany substontial allocetion of new rolling stock under the TCA

progrem,’
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